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TODAY, MOST PEOPLE AGREE THAT WHILE LAW IS A PROFESSION,
LAWYERS MUST ACT IN A BUSINESS-LIKE MANNER. CLIENTS

DEMAND THIS. THUS, THERE IS NO ROOM FOR DEBATE, AS IN

PREVIOUS YEARS, AS TO WHETHER LAWYERS ARE PROFESSION-
ALS OR BUSINESS FOLKS. THEY’RE BOTH.

In business, owners seek to make a profit. This is not a “dirty” word.
Without profit, you can’t engage and pay others to work for you, put
food on the table, take care of your family, and effectively represent your
clients who deserve your complete attention.

The purpose of this article is to provide ideas to get you to that point
where you’re making a reasonable profit so that your real and primary
focus shifts to your clients.

Measurement Benchmarks
Before we get into the nitty gritty of practical tips for creating more

profit, an important question needs to be asked: How do you know if
you’re making any money? There are a number of “measurement sticks”
that can help you determine, as you go, whether you’re on the right track
or not. Here are five of the most important ones:

Profit & Loss Statement
In this case, I’m talking about a cash statement or a

cash “P&L,” not an accrual P&L. Accountants in manu-
facturing and many other businesses like to talk about
accrual (accruing or accumulating during a specific time
period; not related to when the cash is actually paid or
received). For our purposes, what we’re talking about is
very simple: cash in and cash out.

The profit and loss statement is simply structured:
Revenue less expenses equals profit. It is usually seen as:

Thus, the first area is Revenue. How much money
comes into the office and gets deposited into the bank. 

Revenue:           $100
Less Expenses:  -$80
Equals Profit:     $ 20
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The second area is Expenses, both fixed and variable.
Fixed expenses include things like rent. Others are
more variable, including how many people you
employ. Growing businesses need more people and
more things. Those are all variable expenses.

The third and final part of a P&L statement is Profit.
And again, this is cash; the cash that’s in your pocket
at the end of the day, the end of the week, or the end of
the month (after you have paid/sent out checks for
expenses).

Utilization Rate
In larger firms, associates frequently have billable

hour targets from 1,900 to 2,200 hours per year.
Assume, for example, that the target is 2,000 hours. If
the actual hours billed are 1,850, then the utilization
rate is 92.5 percent. If this were a manufacturing envi-
ronment, it would be said that you didn’t work the
plant to 100-percent capacity. By not meeting the goal
of 2,000 hours, you utilized your capacity (this
assumes that you were capable of reaching the 2,000
hours; that is not an unrealistic goal) to only 92.5 per-
cent.

Realization
One definition of realization is the familiar term, col-

lection. Collection against billing. A good realization
rate should be over 95 percent. In other words, if
you’ve billed something, you need to collect it.
Otherwise, whatever you don’t collect becomes a bad
debt or a “write-off.” 

I had one client who couldn’t figure out why they
weren’t growing any faster. They hired a marketing
consultant, and she came in and said, “this firm is
doing pretty well in terms of marketing, so there’s
something else wrong here.” Then they brought me in.
Very quickly, I determined that their realization rate
was horrible. They were collecting 68 cents out of
every dollar that they billed. Now, if you’ve got a 32
percent write-off, you’re definitely in trouble. The
issue for them was not marketing; the issue was col-
lecting, and they didn’t even realize it. 

The second definition of realization is: what’s billed
versus what’s recorded. In other words, if you record
eight hours of billable time a day, but for whatever rea-
son you bill only six of those eight hours, then in terms

of billing versus recording, your realization rate is only
75 percent. If your work is good enough, and if your
client understands the value that you’re producing,
then you should be billing 100 percent of what you
record.

Accounts Receivable and Work-in-Process
Aging 

An accounts receivable aging report tells you how
much clients owe you and how long that amount has
been owed. If you continue to work while your clients
continue to increase the accounts receivable, then in
essence, you’re doing pro bono work, but it’s the
client’s decision, not yours.

Cash Collection Cycle 
This is how fast you can turn over your accounts

receivable. In other words, how many times a year can
you actually collect? If you bill on a thirty-day cycle,
and your clients pay you every thirty days, your cycle
is thirty days. And you’d collect your receivables
twelve times a year. The faster you collect your
accounts receivable, the more money you’re going to
make.

Practical Tips for Profit
Now that we’ve laid the groundwork for how to keep

track, let’s get into some specifics on how you can
actually create more profit for yourself, and how those
measurement sticks can be at their highest points. 

Create a plan
Set aside some time to actually create a business plan.

(If you have any problems, take a look at my book, The
Attorney and the Law Firm Guide to Business of Law
2nd Edition (ABA, 2002), or my workbook, The
Profitable Law Office Handbook: Attorney’s Guide to
Successful Business Planning.) Without a business
plan, you cannot succeed except by accident. If you
don’t know where you’re going, how will you know
when you get there? Famous coach John Wooden told
his basketball team that “Failing to plan is planning to
fail.” Yogi Berra put it in a more humorous way,
“When you come to a fork in the road, take it.” Without
a plan, which fork are you going to take?

Start creating your business plan by writing down
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your personal goals. Write down three personal goals
that you have for yourself in the next six to twelve
months. When finished, turn that page over and write
down three goals that you have for your professional
work. As an attorney, what are the three professional
goals for the next six to twelve months? 

One caveat: These goals need to be meaningful and
helpful for you. Use the SMART formula: The goals
must be Specific, Measurable, Achievable, Reasonable,
and Time-specific. If you say, “I want to make more
money,” and somebody gives you a penny, then you’ve
made more money. But, that’s obviously not what you
had in mind. By looking at each of the elements in
SMART, you will create goals that can be achieved,
and you will know that you’ve achieved them.

Once you have your goals:create the second com-
ponent of a business plan—the marketing plan.
Basically, all a marketing plan does is tell you how to
get from where you are to where you want to be.
That’s all. It’s not advertising. It’s not P.R. It’s not
brochures. It’s all of those things, and more. It is the
mechanism to help you realize your professional goals.

In my opinion, if you are pro-active rather than reac-
tive in terms of marketing, you will be more effective
and experience a faster increase in revenue. Most of us
go through our career and wait for folks to knock on
the door. However, today, lawyers face a very compet-
itive environment in which legal services oftentimes
can be obtained over the Internet with little or no cost.
Aside from the fact that there are more attorneys prac-
ticing now than ever before, there is also technology
that enables further competition for your services. So,
you have to be more pro-active. And one way to do
that is by creating a marketing plan.

Marketing is no longer an option. The only issue
today is whether you do marketing well or whether you
do marketing poorly. From the moment you awake to
the moment you go to sleep, you are marketing. What I
mean by that is that marketing can easily be defined as
the attempt to persuade somebody to the validity of
your ideas. Every time you go into court, you’re mar-
keting. What are you marketing? You’re marketing
your concept of the case. You’re trying to get the judge
or the jury or both to see your point of view, to accept
your position of the case. Every time you meet some-
body, that’s a prospective client or a prospective refer-

ral source for you. And if you fail to take advantage of
that, you’re missing a marketing opportunity. If you
are pro-active, rather than reactive, you will have more
business. 

I suggest you get a flat calendar—the type you get
around the New Year—that has thirty days at a glance.
Take that calendar and do nothing else with it except
put it on your desk and mark on it, day-by-day, things
to do that are specific to marketing. I mean ordinary
things like, “Call John today to set up lunch for next
week.” “Prepare an e-mail newsletter to be delivered
two weeks from now.” Simple things. But make sure
your calendar has one, two, or three things on it every
working day. If you do that, you’ll become far more
conscious of marketing. 

The third element of a business plan is very simple:
Create a financial plan. Put some numbers to it. How
much money is going to come in and how much
money is going to go out. And, get even more specific.
In what month will the money come in, and in what
month will it go out? 

Most people find the idea of creating a revenue pro-
jection to be very difficult. “How do I project the
future?” they always ask. I suggest you look at your
expense side first because that’s something that’s easier
to figure out. We generally know what our expenses
are. And, when we’re not sure, we can go to our check-
book (or QuickBooks, etc.) to see how much we spent
last month or last year. For example, we know how
much rent we pay, we know who our staff are and how
much they are paid, and so forth. Also, determine how
much money you will be spending for your marketing
activities and insert those numbers in a spreadsheet
along with the financial information for your other
expenditures.

Looking at the revenue side, you will just have to
make some educated guesses. You have more informa-
tion than you may think. For example, “I’ve had a cer-
tain history of revenue received; I know what I’ve taken
in in previous years, month by month.” You will also
know whether your revenue is or is not growing.
Further, you know if your revenue is impacted by the
time of year. Some practices, such as family law, have a
definite season (to some extent); custody and visitation
increase in November and December; divorces increase
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1. Are lawyers professionals or business people?

2. Profit is a “dirty“ word for lawyers.
True False

3. What are the 5 most important “measurement sticks“ to help
you determine profit?

4. What’s the best P&L method for lawyers: accrual or cash?

5. In terms of P&L, revenue includes such things as rent and staff.
True False

6. One definition of profit is ”the cash that’s in your pocket at
the end of the day, the end of the week, or the end of the month
(after you have paid/sent out checks for expenses).“

True False

7. If the billable hours target is 2,000 hours, and the actual
hours billed is 1,850, then the utilization rate is 92.5 percent.

True False

8. An acceptable, and for many a good, realization rate is 95%.
True False

9. One definition of realization is: What’s billed versus what’s
recorded.

True False

10. An accounts receivable aging report tells you how much
clients owe you and how long that amount has been owed.

True False

11. The slower you collect your accounts receivable, the more
money you’re going to make.

True False

12. Who said: ”Failing to plan is planning to fail“?

13.  A business plan includes both personal and professional goals.
True False

14. In terms of goals, what does the ”SMART“ in SMART formu-
la stand for?

15. Is a marketing plan advertising, P.R., or brochures?

16. In terms of marketing, is it better to be pro-active or reactive?

17. Does a financial plan describe how much money is going to
come in and how much money is going to go out?

18. What’s the easiest part of a financial plan to fill in first?
Revenues or expenses?

19. Spreadsheets can be used to develop a financial plan.
True False

20. Can a lawyer create a revenue projection based on educated
guesses?
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in January. Thus, you can make some reason-
able guesses about how much money you
will receive and in what month of the year
you will receive it. This information will
enable you to create a revenue projection.

(Part II of this article will continue in the
next issue of the Bottomline.)

Edward Poll, J.D., M.B.A., CMC, is a certified
management consultant and coach who advises
attorneys and law firms on how to deliver their

services more profitably. He is the author of the
Attorney & Law Firm Guide to The Business of
Law: Planning & Operating for Survival &
Growth, 2nd Ed., (ABA, 2002), and Collecting
Your Fee: Getting Paid from Intake to Invoice
(ABA, 2003). He is also the creator of the Law
Practice Management Review: The Audio
Magazine for Busy Attorneys. To make sugges-
tions or comments about this article, call (800)
837-5880 or send an e-mail to edpoll@
lawbiz.com. You can also order a free e-zine or
visit Ed on the web at www.lawbiz.com. 
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